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OATH OR AFFiRMATION

Gregory Thompson swear or affirm that to the best

of my knowledge and belief the accompanying financial statements and supporting schedules pertaining to the firm

of MTL Equity Products Inc as of

December 31 20 10 are true and correct further swear or affirm that neither the company nor

any partner proprietor principal officer or director has any proprietary interest in any account dassified soley as that of

customer except as follows

None
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Report of Independent Registered Public Accounting Firm

The Board of Directors

MTL Equity Products Inc

We have audited the accompanying statement of financial condition of MTL Equity Products

Inc wholly owned subsidiary of MTL Holdings Inc the Company as of December 31
2010 and the related statements of operations changes in stockholders equity and cash flows

for the year then ended These financial statements are the responsibility of the Companys
management Our responsibility is to express an opinion on these financial statements based on

our audit

We conducted our audit in accordance with auditing standards generally accepted in the United

States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement We were not engaged

to perform an audit of the Companys internal control over financial reporting Our audit

included consideration of internal control over financial reporting as basis for designing audit

procedures that are appropriate in the circumstances but not for the purpose of expressing an

opinion on the effectiveness of the Companys internal control over financial reporting

Accordingly we express no such opinion An audit also includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements assessing the

accounting principles used and significant estimates made by management and evaluating the

overall financial statement presentation We believe that our audit provides reasonable basis for

our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of MTL Equity Products Inc at December 31 2010 and the results of its

operations and its cash flows for the year then ended in conformity with U.S generally accepted

accounting principles

Our audit was conducted for the purpose of forming an opinion on the basic financial statements

taken as whole The information contained in Schedules and II is presented for purposes of

additional analysis and is not required part of the basic financial statements but is

supplementary information required by Rule 7a-5 under the Securities Exchange Act of 1934

Such information has been subjected to the auditing procedures applied in our audit of the basic

financial statements and in our opinion is fairly stated in all material respects in relation to the

basic financial statements taken as whole

February 22 2011
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MTL Equity Products Inc

Statement of Financial Condition

December 31 2010

Assets

Cash and cash equivalents 584521

Commissions receivable 58954

Agent balances receivable 5535

Prepaid expenses 33885

Investment common stock 35595

Broker deposit 25000

743490

Liabilities and stockholders equity

Due to MTL Insurance Company 305996

Commissions payable 50111

Other accounts payable and accrued liabilities 25248

Deferred taxes payable 5438

386793

Stockholders equity

Common stock $1 par value 360

Authorized 1000 shares issued and outstanding

360 shares owned by MTL Holdings Inc
Additional paid-in capital 359640

Accumulated deficit 3303
Total stockholders equity 356697

Total liabilities and stockholders equity 743490

See accompanying notes
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MTL Equity Products Inc

Statement of Operations

Year Ended December 31 2010

Revenues

Commissions

Mutual fund sales 1184992

Variable annuity and variable life sales 1055027

Securities sales 119599

Fixed annuity income 62173

Equity indexed funds 18318

Other income 12389

2452498

Expenses

Commissions 1975415

Other general and administrative expenses 201898

2177313

Income before income taxes 275185

Income tax expense

Current 92709

Deferred 1994

Total income tax expense 94703

Net income 180482

See accompanying notes
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MTL Equity Products Inc

Statement of Changes in Stockholders Equity

Year Ended December 31 2010

Balance at January 2010

Net income

Dividend paid to parent

Balance at December 31 2010

See accompanying notes

Additional

Common Paid-In Accumulated Stockholders

Stock Capital Deficit Equity

Total

360 359640 133785 226215

180482 180482

50000 50000
360 359640 3303 356697
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MTL Equity Products Inc

Statement of Cash Flows

Year Ended December 31 2010

Operating activities

Net income 180482

Adjustments to reconcile net income to net cash provided by

operating activities

Increase in receivables 30981
Increase in prepaid expenses 5435
Change in unrealized gain on investment 5865
Increase in due to MTL Insurance Company 96779

Increase in other liabilities 24246

Net cash provided by operating activities 259226

Financing activities

Dividend paid to parent company 50000

Net increase in cash 209226

Cash at beginning of year 375295

Cash at end of year 584521

Supplemental disclosure of cash flow information

Income taxes paid 76659

See accompanying notes
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MTL Equity Products Inc

Notes to Financial Statements

Year Ended December 31 2010

Nature of Operations and Significant Accounting Policies

Organization

MTL Equity Products Inc the Company was incorporated in 1984 to act as an insurance agent

broker producer and intermediary in the solicitation of purchases of insurance and securities

products The Company is wholly owned subsidiary of MTL Holdings Inc which in turn is

wholly owned subsidiary of Mutual Trust Holding Company

The Company is primarily involved in the sale of mutual funds and variable annuities with 73%
of total mutual fund sales placed with the American Funds Putnam Funds Franklin Templeton

Distributors Alliance Bernstein Funds and Invesco/AIM Mutual Funds and 71% of total

variable annuities placed with Prudential Jackson National Pacific Life Hartford and Allianz

during 2010 Approximately 49% of the Companys 2010 business was transacted in Illinois and

Nevada Additionally five registered representatives produced 29% of the total revenue in 2010

Certain companies require that some fixed annuity products be sold by registered representatives

and offered through broker/dealer firms and as such the Company offered fixed annuity

products for these insurance companies

Since 2008 the Company has required equity indexed annuities EIAs to be sold by registered

representatives This action was taken in response to FINRAs Notice to Members reminding

firms of their obligation of oversight The Company works with several Field Marketing

Organizations FMOs to determine suitable products and to provide access and service in selling

EIAs

The Company clears its securities transactions on fully disclosed basis through Mesirow

Financial Inc the clearing broker

Use of Estimates

The preparation of the financial statements in conformity with U.S generally accepted

accounting principles requires management to make estimates and assumptions that affect the

amounts reported in the financial statements and accompanying notes Actual results could differ

from those estimates

1102-1232168



MTL Equity Products Inc

Notes to Financial Statements continued

Nature of Operations and Significant Accounting Policies continued

Commissions

Commission revenue is earned on trade-date basis as transactions occur Commission expense

is recorded commensurate with the earning of commission revenue

Cash and Cash Equivalents

Cash and cash equivalents consist of short-term highly liquid investments with original

maturities of less than three months at the time of purchase including the Companys investment

in money market funds The carrying value of cash equivalents approximates fair value

Investments

The Company owns NASDAQ common stock purchased through private offering The

common stock is carried at fair value and is determined using an independent pricing source

Unrealized gains or losses are recognized in other income The Companys investment in

NASDAQ common stock is Level security as valuation is determined using an unadjusted

quoted price

Subsequent Events

Subsequent events have been evaluated as of February 22 2011 The financial statements for

MTL Equity Products Inc were available to be issued on February 22 2011

1102-1232168



MTL Equity Products Inc

Notes to Financial Statements continued

Nature of Operations and Significant Accounting Policies continued

Adoption of Recently Issued Accounting Pronouncements

Improving Disclosures About Fair Value Measurements

On January 2010 the Company adopted new guidance requiring additional disclosures about

fair value measurements This guidance which is included in the ASC Topic Fair Value

Measurements and Disclosures requires new disclosures about recurring and nonrecurring fair

value measurements including significant transfers into and out of Level and Level fair value

measurements and information on purchases sales issuances and settlements on gross basis in

the reconciliation of Level fair value measurements The new guidance was effective for

annual reporting periods beginning after December 15 2009 except for Level reconciliation

disclosures which are effective for annual periods beginning after December 15 2010 The

initial application of this standard did not have an impact on the Companys financial statements

Income Taxes

The Company is included in the consolidated federal income tax return filed by Mutual Trust

Holding Company Federal and state taxes have been provided for in these financial statements

on separate entity basis at the effective tax rate of the Company The difference between the

effective tax rate and the statutory tax rate is due to nondeductible expenses

The Company has deferred tax liability at December 31 2010 relating to the temporary

difference in unrealized gains on investments

There were no unrecognized tax benefits that if recognized would affect the effective tax rate at

December 31 2010 The Company accrues interest and penalties related to unrecognized tax

benefits in its provision for income taxes At December 31 2010 the Company had no accrued

interest and penalties related to unrecognized tax benefits
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MTL Equity Products Inc

Notes to Financial Statements continued

Net Capital Requirements

Pursuant to the net capital provisions of Rule 15c3-1 under the Securities Exchange Act of 1934
the Company is required to maintain minimum amount of net capital as defined under such

provisions Net capital and the related net capital ratio may fluctuate on daily basis The

Company is required to maintain minimum net capital equal to the greater of 2/3% of

aggregate indebtedness as defined or $50000 At December 31 2010 the Company had net

capital of $311938 exceeding the requirements by $261938 At December 31 2010 the ratio of

aggregate indebtedness to net capital was 1.24 to The net capital rules may effectively restrict

the payment of advances dividends or other equity withdrawals

Related-Party Transactions

The Company entered into services agreement with MTL Insurance Corporation MTLIC as

of July 2008 whereas MTLIC will pay and assume certain expenses on behalf of the

Company in exchange for the broker-dealer services that the Company makes available to

MTLICs agents Expenses include payroll and benefits expenses for employees of the

Company certain professional expenses and certain shared expenses allocated to the Company

by any entity which directly or indirectly controls both the Company and MTLIC Such expenses

were $397619 in 2010

At December 31 2010 the Company owed MTLIC $305996 which includes certain of the

aforementioned shared expenses as well as all other payments made by MTLIC on behalf of the

Company

Transactions with Customers

The Company has agreed to indemnif the clearing broker for losses that it may sustain from the

customer accounts introduced by the Company At December 31 2010 there were no amounts

to be indemnified to the clearing broker for these customer accounts

Commitments and Contingencies

The Company is occasionally defendant in various legal actions The Companys management
believes that the resolution of these actions will not have material adverse effect on the

Companys financial position or results of operations
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Schedule

MTL Equity Products Inc

Computation of Net Capital and Aggregate

Indebtedness Under Rule 5c3-

December 31 2010

Aggregate indebtedness

Total liabilities

Net capital

Stockholders equity

Less nonallowable assets

Prepaid expenses

Nonallowable receivables

Total nonallowable assets

Net capital before haircuts

Haircuts on common stock

Net capital

Capital requirements

Minimum net capital requirement greater of

2/3% of aggregate indebtedness or $50000
Net capital in excess of requirement

Net capital as above

Ratio of aggregate indebtedness to net capital

386793

356697

33885
5535

39420
317277

5339

311938

50000

261938

311938

1.24 to

1102-1232168
10



Schedule II

MTL Equity Products Inc

Statement Regarding Rule 5c3-3

Year Ended December 31 2010

The Company is exempt from Rule 15c3-3 of the Securities and Exchange Commission under

paragraph k2ii of that Rule

1102-1232168 11
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Supplementary Report of Independent Registered Public

Accounting Firm on Internal Control Required by SEC Rule 17a-5g1

The Board of Directors

MTL Equity Products Inc

In planning and performing our audit of the financial statements of MTL Equity Products Inc

the Company as of and for the year ended December 31 2010 in accordance with auditing

standards generally accepted in the United States we considered its internal control over

financial reporting internal control as basis for designing our auditing procedures for the

purpose of expressing our opinion on the financial statements but not for the purpose of

expressing an opinion on the effectiveness of the Companys internal control Accordingly we
do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission the SEC we
have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of

compliance with such practices and procedures that we considered relevant to the objectives

stated in Rule 7a-5g in making the periodic computations of aggregate indebtedness or
aggregate debits and net capital under Rule 7a-3 11 and for determining compliance with

the exemptive provisions of Rule 15c3-3 Because the Company does not carry securities

accounts for customers or perform custodial functions relating to customer securities we did not

review the practices and procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs above-mentioned objectives Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance

that assets for which the Company has responsibility are safeguarded against loss from

unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 7a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

1102-1232168 12
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Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them

to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management
or employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is control deficiency or combination

of control deficiencies that adversely affects the entitys ability to initiate authorize record

process or report financial data reliably in accordance with generally accepted accounting

principles such that there is more than remote likelihood that misstatement of the entitys

financial statements that is more than inconsequential will not be prevented or detected by the

entitys internal control material weakness is significant deficiency or combination of

significant deficiencies that results in more than remote likelihood that material misstatement

of the financial statements will not be prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and

second paragraphs and would not necessarily identify all deficiencies in internal control that

might be material weaknesses We did not identify any deficiencies in internal control and

control activities for safeguarding securities that we consider to be material weaknesses as

defined above

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2010 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management
the SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on

Rule 17a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers and is not intended to be and should not be used by anyone other than these

specified parties

Febniary 22 2011
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Ernst Young LLP

Assurance Tax Transactions Advisory

About Ernst Young

Ernst Young is global leader in assurance

tax transaction and advisory serv ces

Worldwide our 144000 people are united by

our shared values and an unwaver ng commitment to

quality We make difference by holping our people our

clients and our wider communities achieve their potential

For more information please visit Nww.ey.com

Ernst Young refers to the global crganization

of member firms of Ernst Young Global Limited

each of which is separate legal entity
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